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systematic analysis aimed at choosing among alternative 


retirement systems. 
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E.  —AINTRODUCARON 


A. CHARACTERISTICS OF MILITARY RETIREMENT PROGRAMS 

The existing provisions for military retirement are just 
a subset of the complex U.S. military compensation system 
based on laws which now fill several volumnes of the United 
States Code, which in turn have been intervreted and ampli- 
fied by countless courts and Comptroller General decisions 
occupying hundreds of additional volumnes. Compensation 
includes basic pay, quarters and subsistence (either in kind 
or cash), a guaranteed lifetime annuity in retirement, re- 
enlistment bonuses, special hazardous duty pays, commissary 
and exchange privileges and medical and dental care. 

U.S. military retirement practice itself dates back zo 
the Revolutionary War when one-nalf pay for life was promised 
tO Officers remaining on active duty until the end of the 
war. Since then, various retirement plans have been initi- 
ated and enacted by Congress. In 1870, the option to retir 
after 30 years of active service began and the basis for 
the existing system was founded. 

At least since the First Quadrennial Review of Military 
Compensation (the "Hubbell study" or QRMC) was released in 
1966, the compensation system in general and retirement in 
particular has been increasingly criticized. The QRMC 
charged that retirement provisions provided neither manage- 


ment effectiveness for the government nor equity to the 
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member /ref. 2/. The President's Commission on Military 
Compensation (PCMC) reported in 1978 that the retirement 
system was ineffective, inefficient and too expensive /ref. 12/. 
Indeed, the Congressional Budget Office (CBO) has projected 
that retirement costs under the current system would reach 
$12.8 billion by 1981, a 33 percent increase over the 1978 
appropriation /ref. 5/. 

A comprehensive background on ihe military retirement 
issue in the context of the total compensation system is 
presented in Appendix A. The compensation issue in general, 
and the specific choice of which retirement plan to chose 
are significant issues not likely to be easily resolved. 

The problem then, was that the existing military retire- 
ment pian was perceived by many to be ineffective and too 
expensive. Resolution presumably lies in either proving 
that the existing system is more cost effective than any 
feasible alternative or identifying the most efficient al- 
ternative retirement plan from the many under consideration. 
This general problem is certainly challenging considering 
the difficulty of measuring effectiveness in any terms, much 


less attempting to weigh it against dollar costs. 


B. PURPOSE AND METHODOLOGY OF THE THESIS 

This thesis is directed towards gaining further insight 
in the narrower area of perceived effectiveness. The problem 
this thesis attempts to solve is, how to measure users' 


perceptions of military retirement plans. The methodology 





employed consists of: 

- A survey of a limited sample of the military population. 

- Asking respondents to judge recently considered alter- 
native retirement plans based on two factors: their 
own interests and how each alternative might meet the 
defined retirement system objectives of the military. 

- Factoring alternative systems into common characteristics. 
Respondents are asked to rank and weight characteristic 
importance and score how each plan fulfills that 
characteristic. 


- Computing relative weighted scores for each plan for 
each respondent. (note 1) 


- Displaying each complete plan and asking respendents 
to rank order their preference. 


The specific objective of this thesis is to evaluate 
this method as a vehicle for identifying: 


- Perceived most crucial components of military retirement 
plans. 


- Most favored plans on a e scale. 

The four plans evaluated are described in Appendix A, 
Figures 43, 46, 47 and 48. They are the existing system, 
the plan proposed oy the President's Commission on Military 
Compensation (PCMC), the Two-tier plan develoved within DOD 
and similar in concept to the Retirement Modernization Act 
(RMA) of the early 1970's, and the latest plan submitted by 
the Secretary of Defense (SECDEF) in early 1979 and under 


consideration by the President at the time of this writing. 


C. STRUCTURE OF THE THESIS 
Chapter II discusses the surveyed population, the survey 
document itself, and how relative weighted preference is 


calculated for each respondent. Chapter III presents the 
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analysis of the reply data. First, the whole sample is 
analyzed by detailing their personal profile and how the 
respondents judged the relative importance of retirement 
plan characteristics, each alternative's provisions for the 
characteristics, and the total plans themselves. Then an- 
alysis ls undertaken to seek perceptual differences among 
subgroups (i.e. by rank, service, etc.) of the sample. 
Finally, conclusions based on the data analysis are drawn 
relative to the surveyed population and also in regards to 
the stated objective of the thesis. Chapter IV includes 
recommendations concerning further use cf this methodology. 

References cited throughout the text are listed at the 
end of the thesis. Identifying or clarifying notes are 


grouped at the end of each chapter. 


m NOTES FOR CHAPTER I 

1. The idea of the weighted relative merit technique 
was taken from a 1973 Air University thesis by then LiCol 
D.L. Anderson. Therein, the existing system, RMA, civil 
Service and private sector retirement plans were compared 


using solely the author's values and judgements /Ref. 17. 
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Ir. IRER UREI 


A. THE POPULATION AND ITS LIMITATIONS 

The population from which the sample was drawn consisted 
of the 937 military anil ether uniformed Service officer 
students attending the Naval Postgraduate School (NPS) in 
March 1979. While all branches of the military plus the 
National Oceanographic Atmospheric Administration (NOAA) 
were included, the sample could hardly be considered repre- 
sentative of the military population. These NPS students 
were all officers grade 0-2 to 0-5 and as indicated by their 
selection to attend the school have, at least generally, 
enjoyed a successful and promising career or otherwise been 


screened from the overall military population. 


Be THE SURVEY DOCUMENT 
1. Structure and Content 

The following discussion addresses the survey docu- 
ment which is displayed in Appendix B. 

Section I defines both the oojective of the survey 
and "effectiveness" in terms of a retirement system as it 
might be viewed by the military services. The definition 
of effectiveness for military retirement programs is taken 
verbatim from the First QRMC with the exception of the 
Heletion of "..., and protected against the inroads of 
inflation" from the last sentence under "just treatment of 
the member" /Ref. 2/. The survey's methodology is then ex- 


plained to the potential respondent. 
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Section II contains the survey questions and is 
divided into four parts. The first part solicits personal 
data, Opinions on the impact of the retirement system on 
one's decision to join the service, and information on one's 
career intentions both now and at time of enlistment. 

In the second part, retirement plans are compared 
by component. Retirement plans in general are factored into 
six defined characteristics: early retirement, annuities, 
vesting, severance pay, benefits, and grandfathering. The 
various options offered within these characteristics are 
presented and respondents are asked to rank order their 
preference for how each plan meets each characteristic 
(beginning on page 7 of the survey). To further quantify 
their preference, respondents are asked to score now well 
they feel each plan fulfills each of the six characteristics. 
Thus, each respondent is ranking and scoring how he or she 
feels a particular retirement plan meets or fulfills each 
of the defined characteristics. (Note 1). 

The respondents are then asked to consider the rela- 
tive importance of the characteristics themselves as parts 
of a total retirement plan (page 18 of the survey). They are 
aSked to rank order, then weight the six characteristics. 

In the forth part, the survey displays the four 
alternative plans in total (pases 21 t0 27 of the survey). 
The plans are not identified by name or source in the survey; 
however, plan one represents the existing system, plan two 


is the PCMC proposal, plan three is the two tier plan, and 
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plan four is the SECDEF plan. The final survey question asks 
that the plans be rank ordered. 

Section 111 of the survey is a feedback request form 
for those students desiring a summary of the evaluated survey 
results. 

2. Limitations and Assumptions 

A significant limitation of the survey document is 
that it would not be suitable for universal application as 
written. It was drafted by a NPS student and intended to 
be distributed only to his peers; and therefore is designed to 
communicate with only a small portion of the military population. 

The requirement that respondents reply based on wnat 
they think is best for them and the military assumes that re- 
tirement system effectiveness for the individual is not in 
conflict with effectiveness for the service. Consideration 
was given to constructing the survey to allow for two or even 
three replies to each of the key questions: one answer for the 
individual, one for the service and perhaps one for an average 
or overall reply. However, after giving a small vre-survey 
and finding out how long it took to answer the questions as they 
were (about an hour), it was decided not to expand the document. 

The severance pay issue was not direcily addressed 
under the Two-tier plan. It was assumed that if a Two-tier 
Plan were ultimately proposed by DOD, it would have similar 
Severance pay provisions to the SECDEF plan. Therefore, in 
the survey, plans three and four share the same severance 


pay provisions. 


16 





Several other components of military retirement 
systems are noted in Appendix A but are not defined as 
eharseteristics within the survey. They include the con- 
tributory/non-contributory issue, bases for retirement pay 
raises, social security offset and provisions for dealing 
with dual compensation. While these features are relevant 
for a general comparison of military retirement alternatives, 
they were omitted in this work because they were eitner common 
to all considered alternatives or not sufficiently defined 


within the currently considered alternatives. 


G. COMPUTATION OF RELATIVE WEIGHTED PREFERENCE 

The key Perceived merit measure of each survey response 
is the relative weighted preference for each of the four 
alternative plans. These relative weighted preferences are 
calculated in three steps for each respondent as depicted 
in Figure 1 and explained below: 

Step 1. Raw characteristic weights assigned by the re- 
spondent are normalized by summing the weights assigned to 
each of the six characteristics and dividing each raw weight 
by that sum. The result is a normalized weight for each 
characteristic. 

Step 2. The normalized weight for each characteristic 
is then multiplied by the fulfillment score the respondent 
assigned for each retirement plan's provision under that 
characteristic. The result is a product (assigned the 


symbol "WxS") for each characteristic under that plan. 
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Step 3. These products (WxS) are then summed within 
each plan to arrive at a relative weighted preference for 
that particular alternative retirement system. (Note 2). 

These calculations are based on two assumptions: 

1. Since benefits were not currently addressed in 
either the Two-tier or SECDEF plan, scores for this charac- 
teristic under these plans were assigned values equal to the 
average scores allotted by the respondent to the other two 
(existing and PCMC) plans. Thus, the first assumption 
is that benefits provided under a Two-tier or SECDEF plan 
would be equal to the average of benefits perceived under 
the existing and PCMC plans. 

2. The second assumption concerns the fact that, by 
definition, grandfathering cannot be scored for the existing 
system. In order to complete the calculation wnile not 
penalizing the existing system, grandfathering under the 
existing plan was assigned a score equal in value to the 
maximum score allotted to grandfathering under the other 


three plans. 
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D. NOTES FOR CHAPTER 11 

1. Jt may be noted on pages 8-18 of the survey that 
within characteristics, there may be two, three or four 
options to choose from. This happens because some plans 
share common provisions within characteristics. 

2. Another assumption, implicit in the method used ?or 
calculating relative weighted preference, is that of 
linearity. We are presuming that component characteristic 
products (WxS) can be added linearly to arrive at relative 


weighted preference for a whole plan. 
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iit. RECULIS 


A. DATA ANALYSIS OF THE WHOLE SAMPLE 
1. Profile of the Sample 

Two hundred seventy eight survey documents (or 30% 
of those distributed) were returned completed. Many noted, 
either on the survey or in person to the author, that it 
took at least an hour to complete. One hundred thirty rin 
students requested feedback, indicating that nalf of the 
respondents were interested in the fruits of their labor, 


the retirement issue, or perhaps both. 


Twenty of the 278 surveys returned lacked one or 
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more of the score or weight value replies neede 
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late relative weighted preference.  Whil 


(D 


-_ 


cal methods available for dealing with such missing values, 


1t was felt that omission of this relatively small number 


of cases from the large sample was prudent and hence, missin 


Qu 


value techniques were not employed. 

Branch, rank, and years of service vrofiles for the 
sample are displayed in Figures 2 through h respectively. 
(Notes 1, 2). 

The sample can be categorized by modal tendencies 


S 


(D 


of career intention and opinion replies shown in Figur 


in 


through 7. The military retirement system had a significant 
effect on their decision to join the service, yet resvondents 
were unsure about their career intentions when they signed 
on. As of now, they intend to stay until first eligible 


po retire. 
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Figure 2 - RESPONDENTS BY BRANCH OF 
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Figure 4& - RESPONDENTS BY YEARS OF SERVICE 
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Figure 5 - EFFECT OF RETIREMENT ON ENLISTMENT 
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Figure 6 - CAREER INTENTIONS AT ENLISTMENT 
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2. Retirement Plan Characteristics 
a. Characteristic Importance Weights 

(1) Mean Characteristic Weights. Recall from 
Chapter II that the respondents were asked to assign weights 
to the six characteristics of retirement plans based on how 
important they felt these characteristics were as part of 
a total retirement plan. These “raw weights" were normalized 
to facilitate calculation of the relative weighted preference 


for each whole plan. 


(D 


Based on the mean welghts shown in Figure 
both raw and normalized, those surveyed clearly felz that 
early retirement and annuities, respectively, were the nost 
important characteristics of retirement plans. Benefits 
and grandfathering were next, followed by vesting and 
Severance pay respectively. 

(2) Testing for Significant Difference. The 
differences among the raw characteristic weight means were 
statistically significant well beyond the .001 level. Fig- 
ure 50 in Appendix C summarizes the one way analysis of 
zartanee (ANOVA) conducted to arrive at this conclusion. 

By design, the normalized weights are con- 


strained in that they must sum to 1. For this reason ANOVA 


would not be statistically valid on these variables. 
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Figure 8 - CHARACTERISTIC IMPORTANCE WEICHTS 
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b. Characteristic Importance Rankings 
In addition to weighting characteristics respond- 
ents were asked to rank order the six characteristics to 
indicate how important they felt they were within a military 
retirement plan. 
Frequencies of rank response by characteristic 
are displayed in Figures 9 through 14. The overwhelming 


perceived importance of the defined early retirement characier- 


istic seems obvious. Almost 59% of the respondents felt it 
was number one in importance. Only 13% ranked early retire- 
ment lower than number three. Annuities seems to be second 


with 67% of the sample ranking it at leas: 
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and grandfathering seem to be perceived as che nex- mosk 
important characteristics with cumulative frequencies of 

59% and 52% at the number three rank respectively. Vesting 
and Severance pay appear least preferred with cumulative 
frequencies of 62% at the fourth rank and 73% at the fifth 
rank respectively. These rank orderings of characteristic 
importance seem to agree with the average weighted vrefsrences 


reported in the previous section. 
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Figure 9 - CHARACTERISTIC IMPORTANCE RANKING, 
EARLY RETIREMENT 
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Figure 10 - CHARACTERISTIC IMPORTANCE RANKING, 
ANNUITIES 
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Figure 11 - CHARACTERISTIC IMPORTANCE RANKING, 
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Figure 12 - CHARACTERISTIC IMPORTANCE RANKING, 
SEVERANCE PAY 
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Figure 13 - CHARACTERISTIC IMPORTANCE RANKING, 
PENEE 0S 
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Figure 14 - CHARACTERISTIC IMPORTANCE RANKING, 
GRANDFATHERING 
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9. rl DEDI D mento Characteristics 
a. Fulfillment Scores 

(1) Mean Scores. Respondents were also asked 
to indicate how well they thought various plans fulfilled 
defined characteristics by assigning scores from 0 to 100 to 
available options. These data are summarized in Figure 15 
and were analyzed by evaluating the means of the several 
fulfillment scores. Within the early retirement and benefits 
characteristics, provisions of the existing system were 
clearly favored. The existing plan also scored highest, 
albeit by a smaller margin, in annuities and severance pay 
respectively. The PCMC proposal scored highest in the 
vesting characteristic, closely followed sy the Two-tier 
plan. The SECDEF plan scored highest in grandfathering, 
with the Two-tier provisions a relatively close second. 

(2) 


ferences among the mean characteristic fulfillment scores 





for each plan were analyzed using analysis of variance 
(ANOVA) techniques and were found to be statistically sig- 
nificant well beyond the .001 level. In other words the 
Mean score for the existing plan's fulfillment of tne early 
retirement characteristic differed significantly from the 
PCMC, Two-tier and SECDEF mean fulfillment scores for 

early retirement. Figure 51, Appendix C provides the ap- 


propriate ANOVA tables. 
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MEAN CHARACTERISTIC FULFILIMENT SCORE, 
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Figure 15 - CHARACTERISTIC FULFILIMENT SCORE SUMMARY, 
BY PLAN 
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b. Rank Order Preference 

As noted in Chapter 11, respondents were asked 
to rank order the way they felt plans provided for each 
characteristic. Analysis of the frequencies of their re- 
sponses seems to support the findings of the average score 
method (as summarized in Figure 15). lans with the 
highest frequency of number one rankings also had the high- 
est average score within each characteristic and the relative 
order of perceived fulfillment/provision appeared to be “he 
same by both methods. 

Figures 16 to 33 detail the sample’s response 


tO ranking plan provisions for each of the six ch 
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Figure 16 - RANKED PREFERENCE, EARLY RETIREMENT, 
ALS LING 351 L5Y 
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Figure 17 - RANKED PREFERENCE, EARLY RETIREMENT, 
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Figure 18 - RANKED PREFERENCE, E 
TWO TIER OR SECDE 
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Figure 20 =- RANKED PREFERENCE, ANNUITIES, PCMC PLAN 
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Figure 23 - RANKED PREFERENCE, VESTING, PCMC PLAN 
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Figure 24 - RANKED PREFERENCE, VESTING, TWO TIER PLAN 
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Figure 25 - RANKED PREFERENCE, VESTING, SECDEF PLAN 
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Figure 26 - RANKED PREFERENCE, SEVERANCE PAY, 
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Figure 27 - RANKED PREFERENCE, SEVERANCE PAY, 
PCMC PLAN 
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Figure 28 - RANKED PREFERENCE, SEVERANCE FAY, 
TWO TEER OR SECDER 


Se 





CATEGORY LABEL CODE 


(RANKING) i 
2, 


TOTAL 


CCDE 
l. 3493 Is Heer ( 


100 
FRECLENCY 


Figure 29 - RANKED PREFERENCE, BENE 
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Figure 30 - RANKED PREFERENCE, BENEFITS, FOCMC PLAN 


54 





2EL AT E 
ABSOLUTE FREN 
CATEGORY LABEL rae (PCT) 
(RANKING) 44 17.1 
91 29303 
123 47.1 
209 100.0 
COOE 
l. *** € jk 
I 
i 
DE a o oec dc dc o 91) 
I 
i 
3. ooo d xe e xoc xc oe dele oe dec Xo ( 123) 
I 
I 
INE ee er ae 
0 | 1554) 
FREQUENCY 


Figure 31 - RANKED PREFERENCE, 


GRANDFATHERING, PCMC 
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Figure 32 - RANKED PREFERENCE, GRANDFATHERING, 
TWO TIER PLAN 
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Figure 33 - RANKED PREFERENCE, GRANDFATHERING, 
SECDEF PLAN 
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4%. How Total Plans Fared in Preference 
a. Relative Weighted Preference 

(1) Mean Relative Weighted Preference. Chapter 
II (Figure 1) described how relative weighted preference 
was calculated from the survey responses as a measure of 
perceived relative merit among retirement plans. Sample 
mean relative weighted preferences are provided in Figure 34 
Considering weight and plan fulfillment scores witrin 
Characteristics, 1t 15 Not. surprising that, wean Gass 
sample, the existing system well outdistanced the other 
three alternative plans in average relative weis 
ence. The SECDEF plan ranked second with the Qwo-tier 
plan a close third. 


(2) 


depicted in the ANOVA table (Figure 52 of Appendix 


Tes Mcr Sieniiicant Di r erence., As 





difference in mean relative weighted preference among rians 
was significant well beyond the .001 level. It arrears the 
difference is coming primarily from the large ditference 
between the existing system and the values for the other 


proposed systems. 
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MEAN RELATIVE WEIGHTED PREFERENCE 


RETIREMENT PLAN (AND STANDARD DEVIATION) 
Existing Plan 75. 346(15.083) 
PCMC Plan 537.060(15. 768) 
Two-Tier Plan 57.057(14.399) 
SECDEF Plan 58.270(16.374) 


Figure 34 - MEAN RELATIVE WEIGHTED PREFERENCE 
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b. Indicated Preference by Rank Order 

The final survey question asked respondents to 
rank order their preference for each of the four displayed 
plans. The frequencies of their ranking are displayed in 
Heures 35 through 38. 

It seems clear that the existing system was most 
favored (Figure 35) and the PCMC plan (Figure 36) the least 
favored, which concurs with the mean relative weighted pref- 
erence values just discussed. The distribution of tne 
rankings for the Two-tier and SECDEF plans highlights the 
closeness of these two plans in the sample's perception (see 
Figures 37 and 38). It might be presumed that the SECDFF 
plan is slightly favored between the two by virtue of its 2% 
margin over Two-tier at the number two rank cumulative 


frequency. 
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Figure 36 ~ INDICATED RANK PREFERENCE, PCMC PLAN 
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Figure 37 - INDICATED RANK PREFERENCE, TWO TIER PIAN 
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Figure 38 - INDICATED RANK PREFERENCE, SECDEF PLAN 





5. Comments on Parity 


In the foregoing analysis of characterrstic im- 
portance, plan fulfillment of characteristics and total 
plan preference, it was noted that the frequencies of the 
rankings tended to support the average weights, scores or 
relative weighted preference. While this tendency was 
observed for the sample es a whole, individuals did rot 
necessarily respond with parity: i.e. with scores or 
weights that corresponded with their rankings. Examples of 
such a lack of parity could be: an individual rarks earl: 
retirement as the most important (number 1) characteristic 
but assigns higher weight to the annuities characteriszic; 
or a respondent ranks 1ulfilimenyí of a character: stic by 
plans T, 2, 3, + but assigns rule lime nk "scéres 07925, 100, 
50, 80 respectively. 

AS noted in Hiísure 39, ms lack 029959). vasise 
from three percent of the sample for characteristic impor- 
vance to 15 percent for judging how plans fulfilied thre 
early retirement characteristic. Parity checking tezween 
indicated plan preference and relative weighted preference 


was not evaluated. 
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VARIABLES 
Bran Preference within the 
Characteristic: 
Early Retirement 
Annuities 
Vesting 
Severance Pay 


Grandfathering 


Characteristic Importance 


PERCENT OF 
NOSEFRESPDUNDING 


L2 


ON 


Figure 39 - PARITY SUMMARY 
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B. DATA ANALYSIS BY SUB SAMPLE 

In the previous section, the. perceptions of the sale 
as a whole were analyzed. Respondent replies were also 
evaluated to determine if they differed among subgroups. 
These subgroups were formed by breaking down the population 
by branch of service, rank, effect of retirement on enlist- 
Ment, career intentions and years of service (YoS). 

While this methodology was nct necessarily apbrropriac-e 
sr application to chis sample, it 1s nover he 


presented here since it is possible it would ennance aralysis 


of a sample representative o? the entire military porula- 
tion by identifying differen perception among subgrours. 


First, average raw characteristic weights were troxen 
down by subgroup and analyzed for tne existence of any sig- 
Mericant difference. At the .05 level iE was Tounc na, mean 


welesats for the importance Of vestir- d sred Sen - 1 ane, 


by rank and current career intentions. The weizhts assigned 
to Severance pay also differed among the services. Fizure 


be in Appendix O illustrates xhe latver breakdown era UNO 
Next, a similar break down was conducted Scr fuilrillmer-= 
Scores within characteristics. Mean scores fcr 11 craracier- 
istic provisions (lor 10% of the 108 tests cenducied) were 
tound to differ significantly at the .05 level among one or 


More subgroup. Figure 40 lists those variables. This result 


Dy 


is probably not significant since several false rejections 
should be expected when a large number of tests are conducied. 


Figure 54 in Appendix C details the breakdown and ANOVA of 
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one of these set of variables (grandfathering under the SECDE? 
pian by Yos). 

Finally, mean relative weighted preferences for all four 
plans were evaluated by branch, rank, etc. subgroups. Sig- 
nificant difference at the .05 level was found among mean 
relative weighted preference for the existing system, the 
PCMC proposal and the SECDEF plan wnen broken down by effect 
of retirement on enlistment. There also was significant 


difference among preferences for 
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Given that differences might exist for relative weighted 
preference values by subgroup, it remained to evaluate if 
those differences resulted in a change in relative standing 
among alternative plans.  There2ore, mean relative weighted 
preferences among pians was broken down by effect or retire- 
ment on enlistment and rank. 

While the magnitude of the difference tetween weighted 
preference changed a bit, the overall order of plar ureler- 
ence did not change by effect of retirement on enlistment 
subgroups. In other words, each group rated the existing 
System the highest, SECDEF as second, Two-tier as third, 
and PCMC last, just as the wnole sample did. See 

When relative weighted preference was brcken down by 
rank, two subgroups indicated a different overall preference 
from that of the sample as a whole. As noted in Figure 42, 
while all subgroups continued to indicate they favored the 
existing system, 0-2's preferred the Two-tier to the SECDEF 


plan for 2nd place; and 0-5's preferred the PCMC to the 


68 





Two-tier for Jrd place. This result is probably not sig- 
nificant, however, because of the extremely small number 


of 0-2's and 0-5's in those subgroups. 





MEAN SCORE 
FOR VARIABLE: 


Early Retirement, Two-tier 
and SECDEF 


Annuities, Existing system 


Annuities, PCMC plan 


Vesting, Existing system 


severance Pay, Two-tier 


Benefits, Existing system 


Grandfathering, PCMC 


Grandfathering, SECDEF 


FOUND SIGNIFICANTLY DIFFERENT 
WHEN POFULATION IS BROKEN 
DOWN BY: 


Bfrect of rerırement on 
enlistment 


Rank 

Errcel.aecsserirement on 
enlistnent 

Career intentions now 


< e + = -fu 
Preect Of ret yoenen> on 
Si 
A 


Career intentions row 

Career intentions at enlistmen: 
Rank 

Rank 


Branch of Service 
Years of service 


Figure 40 - FULFILLMENT SCORES WITH SIGNIFICANTLY 
DIFFERENT MEANS BY SUBGROUP 
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C. CONCLUSIONS 
1. Relative to Surveyed Sample 
Those sampled clearly perceived "early retirement," 
m cr aq, to be tThesmost important characteristic of a 
Military retirement plan... The “annuities” characteristic 
followed closely. "Benefits" and "grandfathering" were nexc, 
with "vesting" and "severance pay" receiving the least 
support, respectively. 
Perceived relative preference for total retirement 
plans clearly favored the existing system and irdicated 
that the PCMC proposal was least liked. Between the inter- 
mediately preferred Two=:1ler and SECUES plans Me lavier 
enjoyed a slight edge. 
2. Relative to Objective of Thesis 
The methodology employed seems to nave provided a 


viable means of quantifying pe 


ry 


. ~ 
cept ors o: 


- Most favored components of military retiremeni 
on a relative scale. 


- Relative preference among alternative retirement clans. 


Be “NOTES (20R CHAPTER III 

1. Numerous frequency tables and nistograms disulayed 
in various flgures categorize a code O or no code at all. 
This represents the omission of a question reply on the 
part of one or more respondents. As noted earlier, cases 
were removed from the sample if score/weight values were 
Missing. However, cases were not deleted for lack of per- 


sonal data. 


(5 





2. The sex breakdown reported by the sample was 3 
female, 253 male, and 2 either unsure or neglecting/ 


refusing to reply. 
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IV. RECOMMENDATIONS 


Within the sample surveyed, the methodology provided a 
way to quantify military members' perceptions of the rela- 
tive merit of alternative retirement plans. It seems that 
a Similar technique could be employed to record the per- 
ceptions of a sample of the entire military population with 
respect to any set of alternative plans. Such an endeavor 
could provide information to the decision makers relevant 
to effectiveness analysis. Minimum steps involved in such 
a future effort might include: 

1. Defining component characteristics common to most, 
if not all, of the available alternative retirement 


proposals. 


2. Factoring each plan according 
or Fuler)]s, each charac.erısti 


3. Design and distribute to a representative sample of 
the military population a survey similar in structure 
to that shown in Appendix 3, modified for the specific 


alternatives under consideration. 
4. Collect and analyze responses. 
The results could give insight into how the surveved 
population and/or subgroups perceive: 
- relative preference among available alternative plans 


- most favored components of retirement plans in general, 
on a relative scale 
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APPENDIX A 


REL URE > iS ins 


I. OVERVIEW 
This appendix synthesizes research in the area of U.S. 
Military Non-disability Retirement. First, the evolution 
of the military retirement concept as perceived today will 
be discussed with emphasis on relevant legislation, viewing 


retirement as an element of ihe entire military compensation 


FU 


system, and specifics of the current retirement pol 
the budgeting, costing and accounting of military retirement 
will be examined. Finally, frequently voiced orrosition to 

existing military retirement plans will be aired and several 


4 


current proposed alternatives will be presented. 


LI. EVOLUTION- OF U.S. MILITAR U COM DENSA 


GENERAL AND RETIREMENT PAY IN PARTICULAR 


Brier Aıstery OT Military kaliren, 





(From Berkeble and Gaudi 1075, reference 3) 
DSe Military retiremen. peace vices Gace Back 0$ 
Revolutionary War when one-half pay fcr life was prcmised 
to officers remaining on active duty until the end of che 
war. After the war, numerous retirement plans were initiated 
and enacted by Congress to cover various circumstances; how- 
ever, none were permanent in nature, nor designed to provide 


more than temporary or conditional benefits. 
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From the period 1821-1861 there was no non-disability 
retirement plan in effect. Since many officers and soldiers 
serving on active duty could not qualify for disability re- 
tirement yet were not fit to remain on active duty, the 
"physical incapacity due to age" concept evolved. This 
served to rid the services of those personnel who had 
30-50 year's of service and were simply too old to fight. 
Eventually, "An Act for the Better Organization of the Mil- 
itary Establishment" was passed in 12861 which established 
the "length of service" retirement and pension concept, 
designed to remove older personnel and make room for younger, 
more vigorous Servicemen. 

The option to retire after 30 years of active service 
began in 1870 and mandatory retirement for officers failing 
to be promoted was initiated in 1999 ty the Navy. The 
lather “up or out’ policy remains in effect soda; ror ald 
services, albeit with differing Doints of mandatory retire- 
ment, aS a result of the Officer Personnel Act of 1947. 

Recomputation of Retired Pay (RECOMP) was the practice 
whereby retired pay was linked to increases or decreases in 
active duty pay. If active duty members received a per- 
centage increase in pay, retired members received the same 
Percentage increase. RECOMP was generally in effect from 
1861 until the Joint Services Pay Act of 1922, and again 
from 1926 through 1 June 1958 when Public Law 85-422 finally 
halted the practice. This constituted a significant setback 
to retired personnel as it effectively permitted their 
retired pay to be eroded by inflation. 
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The Uniform Services Pay Act of 1963 (Public Law 88-132) 
offset the 1958 Act by tying adjustments of military retired 
pay to changes in the Consumer Price Index (CPI). 

It is noted here that militar) retirement affects the 
National Oceanic and Atmospheric Administration Corps, the 
Public Health Service and the Coast Guard as well as the 
Department of Defense. 


Retirement as a Subset of the Compenca sion << 





Any detailed discussion of retirement must recognize 
disability retirement as another element of the total com- 
Densation system which also includes (at least) Regular 
Military Pay (RMC, defined later), reenlistment tonuses, 
special hazardous duty and incentive pays, Commissary and 
Exchange privileges, and Medical and Dental care. 

While placing "Military Ccmpensation Change in Fersrec- 
tive,” the Bureau of Naval Personnel (reference +) concisely 
outlined the evolution of the Military Comrensation System: 

"Io say that we in the armed forces have a comprehensive 
compensation system is like saying shat the Constituzio 
the United States as it appears now would be recognizable 
to the Founding Fathers who drew it up. In Section 8 of 
Article I of that very document written nearly two centuries 
ago, lies the foundation of today's military compensation 
systems ..."To pay the debts and provide for the common 
defense...of the United States...To raise and support armies... 


To provide and maintain a navy..." From these simvle, 
Appendix A 
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broadly-stated phrases has grown a set of laws governing 
compensation for the armed forces which now fills several 
volumes of the United States Code and which nas, in turn, 

been interpreted and amplified by countless court aud Ocmp- 
troller General's decisions occupying literally hundreds of 
additional volumes. Even if the resulting body of law and 
interpreting decisions nad been designed as a single, compre- 
hensive code for a compensation system, its sheer complexity 
would preclude understanding by any single individual. The 
fact that it evolved in Diecemeal fasnion aS various situ- 
ations arose and service conditions changed, nas resulted 

in a wide range of pays, allowances, entitlements and related 
Deaverits not only confusing, but occasionally, contradictory, 
among themselves. The size of the forces, requirements for 
members possessing vastly more technical skills, and ine 

basic characteristics of the soldiers themselves nave changed; 
all of which have created demands for new tyres and :niloscohnzies 
of compensation." 

"Except during times of mass mobilization, tne army and 
navy were basically manned up through World War II with men 
who had chosen the service as a lifetime career. They were 
essentially "All Volunteer Forces" comprised of individuals 
who joined the ranks very young and remained until ‘too en- 
feebled by age to continue serving. The vast majority of 
members, particularly in the enlisted ranks, were unmarried. 
They lived aboard ship or in barracks on a military reservation, 


most often far removed from urban population centers. 
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Virtually all of their needs were provided for in kind - 
clothing, food, medical care and even tobacco and rum. The 
low levels of cash pay are legendary today, and until the 
post World War II era were considered quite appropriate in 
view of the Government's virtual "cradle to grave" care 
for the physical needs of its fighting men." 

"Adding to the problems already mentioned was the fact 


v^ ` 
^ 


that each of the services was originally admi 


= 
) 
ct 
(D 
3 
iD 
£X 
J 


a Separate governmental department - initially the War 


Department for the Army and Navy Departmen‘ 
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In addition to responding to each need for change in its 


Service's compensation system as an isolated event, these 


Separate departments further compounded the vrotlem ty 


F5 


competing with each other in their efforts so obtain Ffavor- 
ablewaction by Consress Tor the.r individual serv ce, Ma 
creating inequities between compensation for like work in 
different armed forces," 

"It was in this state of disarrary that the U.S. Armed 
Forces entered the post World War II era and the Derartment 
of Defense was founded. Confronted by innumerable problems 
posed by the post war era and faced with the critical obstacle 
posed by the service's reluctance to surrender their indi- 
viduality, Defense was unable to devote much attention to 
modernization of pay systems. However, an attempt was made 


through creation of the Hook Commission in 1948 +0 examin 


the subject and make recommendations for change. Many of 
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the recommendations presented by the Commission were incorpor- 
ated in the Career Compensation Act of 1949. This was the 
first attempt in the 170 year history of the United States 
to completely restructure the military compensation system!" 
"Though the recommendations of the Hook Commission did 
result in some changes to the structure of the pays and 
allowances, such as establishment of rates for sea and certain 
places pay that are still in effect today, the Commission's 
real significance lay in the codified compensation philosophy 
it created. Rather than overhauling the system, the Com- 
mission formally recognized principles of compensation which 
had evolved over time and set down these principles as 
guidelines to be followed in years +o zome." 
"While the Hook Commission recognized the continued 


need for other special pays and allowances as circumstances 


of service warranted, it based equity i: 
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key elements: basic pay, quarters, and subsistence either 
in kind or cash, and a guaranteed lifetime annuity, cre- 
portionate to active duty basic pay, in retirement. Several 
other studies were made of the military compensation system 
over the following two decades, and various modificaticns to 
other special pays and allowances resulted. However, the 
four key elements of the system were retained, virtually 
unchanged, except for occasional upward adjustments to 


reflect the growing affluence of America in the Cold War era. 


While these cornerstones of our compensation System went 
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essentially unchanged, almost imperceptible changes were 
occurring in the characteristics of the service member pop- 
ulation; changes which would become dramatically apparent 
in the early 1960's and which virtually demanded a total 
overhaul of the entire compensation system." 

"The circumstances of World War II, Korea and the con- 
tinuing tensions of a Cold War required maintenance of larger 
standing forces over a sustained period than ever before in 
our history. Many members who would not normally nave 
selected a service career found that they nad inadvertently 
become caresrists. However, ünlike Drevious cCareerisss. 
they basically considered themselves civilians on extended 
duty. They were willing to serve, out no longer content to 
recelve compensation lower than they felt tney could receive 
in other compensation fields for similar work. At the same 
mime, these memoers came to look upon Aveni y Years Glu ary 
service as a normal first career, and the 50% of basic vay 
retired annuity as a handsome second career suvpdlement." 

"The results of these changes in viewpoint among service- 
Men were just becoming recognizable when the country became 
involved in the Southeast Asia conflict. Concerned by stazis- 
tical evidence that the increasing retirement rolls were going 
to create staggering retired pay obligations in a few years, 
but equally attuned to the need for full and fair compensa- 
tion for servicemen involved in the now unpopular "Vietnam 


Coni lict," Congress took two important steps in the mid=-sixules." 
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"The first Congressional action occurred in 1967 with 
the passage of Public Law 90-207. In this landmark piece 
of legislation, the military equivalent of tne civilian 
salary was defined as the sum of basic pay, the cash values 
of the allowances for quarters and subsistence and the tax 
advantage created by the non-taxaole status of the two allow- 
ances. This military equivalent of the salary was given the 
name Regular Military Compensation (RMC), a term and defin- 
ition still generally recognized and accepted today. A 
second key feature of PL 90-207 was the provision for auto- 
matic increases in the basic vay portion or RMC wnenever a 
raise was granted General Schedule Federal employees; the 
amount of the military raise being equal vo the average GS 
raise, but applied only to the basic pay rather than equally 


distributed among the RMC elements." 


"The second Congressional action was begun prior o 
passage of PL90-207, however, its results were not rerorzed 
until later. This was the First Quadrennial Review of Mili- 


tary Compensation (QRMC) undertaken in 1966 at Congress’ 
direction. The findings cf this comprehensive review headed 
by RADM Lester Hubbell, USN and often referred to as th 
“Húbbell1 Study,” Were released in late 1960. Ihis sudy, 
conducted in the draft environment of the Vietnam era, 


resulted in recommendations for differing compensation 
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Policies for "non-careerists"! amd "caneerists". Por the 
"hon-careerists" the First QRMC recommended retention of 
the existing pay and allowances system, but for the "career- 
ists" an extensive series of changes in method of compensation 
was proposed. Although these recommendations for change in 
career military pay philosophy were never acted upon at that 
time due to the desire to move toward an All Volunteer Force, 
they still set the course for ultimate change in years vo 


come, and directly or indirectly, nave served as the basis 


> 


"The five-volume report of the First QRMC made four 


A 


basic findings relative to the adequacy or the presari com- 
pensation system: 1) it is too complex and confusing; 

2) it does not reward equitably for equal work; 3) it cannot 
be compared and adjusted equitaoly in relation to trends 


— 
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we. Chie 
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Civilian earnings; and 4) its > 
neither management effectiveness for the Government nor 
equity to the member. Although the First QEMC made a total 


of 31 specific recommendations for ch 
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compensation and 45 others affecting retirement and survivors’ 
benefits, all 76 can be said to flow from the above four 
generalized findings." 

"In essence, for the active duty careerists, the study 


observed that the array of twenty-six separate pays, 





Non-careerists were defined as all E-1's through E-3's and 
those E-4*'s and E-5's having less than 2 years' service or 
less than a total commitment for six years. 
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allowances, benefits and associated costs existing at that 

time made it virtually impossible for an individual to compute 
the value of his compensation. For this reason it was con- 
cluded that the Government was not realizing the full attrac- 
tion and retention benefit from its dollars spent in military 
compensation. Further, it was observed, the variances in 

pay caused by differing treatment of married and single members 
caused inequities in compensation for members performin 
identical tasks. An even greater problem was posed by “he 

lack of a universally recognized pay standard which coul 
be used by both the Government and the serviceman in determin- 
ing comparability of pay with the civilian sector. Finally, 
it was determined that the current retirement system tended 

to hold down active duty pay scales for all, even though 

only careerists ever benefitted from it; provided too great 

an incentive to terminate a career after only 20 years; did 
not adequately reward a member for completing a full career; 
and unduly compensated the retiree through payment of zwo 
unrelated annuities for the same period of service once 

Social Security elegible." 

"To provide corrective action in response to each of these 
ills, the First QRMC made two general recommendations re- 
garding active duty pay for careerists and a series of 
interrelated recommendations for retirement system change. 

In the area of active duty pay it was recommended 1) that 


all careerists be paid a single, fully taxable salary 
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equivalent to the value of RMC plus an imputed retirement 
contribution, irrespective of dependency status; and 2) that 
a standard for pay comparability with the civilian sector 
be attained through linkage to the General Schedule and Wage 
Board Federal pay scales." 

"The recommendations in the area of retired pay were 
Strikingly similar to the provisions of the Retirement Modern- 


ization Act subsequently developed and sent to Congress 


(2 


e 
I 


an OSD lesislative proposal. The basic features called 


vor 
vesting of the retirement contributions of members, to 
be returned if the member should leave service trior ‘to re- 


tirement; an increasing retirement annuity multiplier for 
service beyond 20 years; calculation. 067 retired annus, on 
the basis of the “high one year" average salary rather than 
on the terminal active duty salary; and finally, arn cffse* 

mm the Social Security annuity based upon tre ro oro on 

of that annuity attributable to military service." 

"In addition to recommendations in the areas of active 
and retired pay, the First QRMC also ordénosed a variesy cr 
other actions designed to ensure that "pay distinctions other 
than those in the salary table are justified within the 
military Career force only 1). to meet hard retention or 
manning requirements, 2) to secure the requisite number of 
volunteers for special duties, or 3) compensate for un- 


. . ~ * 2 
usually arduous or dangerous conditions of service." 





=Findine 18, Report of the First Quadrennial Review of Mili- 
tary Compensation, Volume I, 1 Nov. 67. 
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"To bring special pays, allowances and benefits retained 
in addition to the "military salary" into line with the 
above three guidelines, the study recommended: 


1) Operation of commissaries and exchanges at no cost 
to the government. 


2) Elimination of the normal reenlistment bonus. 


3) Discontinuance of Government payment for FHA mortgage 
insurance premiums for military members. 


4) Modifications to the VRB program. 


5) Examination of the adequacy and continued need £ 
the various special hazardous duty and incentive pays." 


"As anyone familiar with recent or proposed changes in 
tne field of Military compensation will readzi;y recesaize, 
the recommendations of the First QRMC, thougn never actea 
upon collectively, have provided the vasis fer virtually 
all compensation policy changes since 1970. Closer examin- 
ation reveals that a move toward the recommended salary 
system has even occurred with the passage of Public Law 
93-419 in September 1974. This law modifies the automatic 
raise provision of PL90-207 to provide for an across-the- 


board raise in basic pay and allowances for quarters and 


Subsistence, rather than in basic pay only, thereby furcher 
establishing the military equivalent of the salary. This, 
of course, has been modified by the reallocations of tasic 


pay raises to BAQ over the past two years." 
"lt is quite understandable how any one of the recent 
changes in the military compensation system, when viewed 


singly, can be considered as an "erosion of benefits" or 
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a breach of Paneth.” When viewed collectively, nowever, it 
becomes apparent that they are plecemeal attempts to achieve 
muspeerric objective: creation orf a comprehensive compensa- 
tion system for the military which ensures just and equitable 
compensation for the member in the most efficient and ef- 
fective manner for the Government. Efficiency and effective- 
ness in this context mean not only cost consciousness, but 
also competitiveness with other employers vying for the 


Skills of the member. Naturally, cost sari S must te made 


4) 


wherever possible in order to free budgeted funds for us 
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in potentially more critical areas; however, such 
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are a byproduct of a modernized pay system rather tran 
objective in themselves." 

"The Third Quadrennial Review of Military Compensation 
(QRMC) in 1975 again attempted to review the entire svectrum 
of military compensation with a view toward devising a com- 
prehensive system attuned to the needs of doth the service 
member and the Government in the envircnment cf an All 
Volunteer Force." 

"The recommendations of ne Third QRMOS altheusavsct 
acted upon directly, were referred to the recently-completed 
President's Commission on Military Compensation (PCMC) for 
further review. The PCMC was charged by the President to 
review not only the recommendations of the Third QRMC, Su; 
also the findings and opinions of the Defense Manpower Com- 


mission and various other bodies and agencies such as the 


Congressional 3udget Office and General Accounting Office. 
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In addition to reviewing these prior studies, the PCMC also 
held extenSive hearings to solicit the views of individual 
Service Members, both military and civilian service leadership." 

"The report of the PMCM, issued in April 1978 contains 
far-reaching recommendations for redesign of the military 
compensation system. Many of these recommendations were 
drawn from prior studies, but some are original PCMC concepts." 
(Those PCMC recommendations dealing with retirement are 
addressed in section IV.) 

Current Retirement Policy 

The basic "features" of the existing military re ilitement 
scheme are outlined in Figure 43 to facilitate later com- 
Parison with alternative plans. Briefly, with some variations 
by service, military people can retire arter 20 years of 
service (as a privilege rather than a legal right, although 


members do have the "right" to retire after 30 years). The 


(D 


amount of retirement pay received detends uon rank ard iim 
in service (and in the long run: time of resciremenz and how 
long one lives following retirement. See section III for 
details of costing). 

For every year of service, one accumulates 23 vercentage 
points towards one's "multiplier" - the percentage of basic 
pay received when one retires. This simple calculation is 
complicated by the retired pay "inversion," the situation 
arising from inflation triggering larger increases in re- 


tired pay than might be granted for active duty pay and 
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culminating in some people making more retired pay than 
others (with the same grade and service) who retired later. 
Before 1958, "RECOMP" tied retired pay to current active 
duty pay and inversion was averted. Nevertheless, Congress 
has provided two "save pay" provisions to counter the inver- 
sion. The first permits the use of the basic pay scales in 
effect on the day you retire or the previous year's scales 
as adjusted by the CPI. (1.e., 1f the last active duty pay 
raise was 5% and retirees had just received an 3% CPI 


adjustment, it would be more advantageous to use the 


Yo- 


trj 


vious year's pay scales). The second - the Tower amendment 
or "look back" - provides that no member wno retired since 

1 January 1971 can receive less retired pay shan ne/she 
would have received had he/she retired earlier in his/her 
career (i.e., one can look back to any point in one's career 
wnen eligible to retire and calculate retirement ray as ir 
one had retired then). 

Retirement pay is increased by law on 1 March and °“ 
September based on CPI changes from the previous June - 
December and December - June periods respectively. 

Unless a retiree declines coverage, a deduction or the 
Survivors Benefit Plan (SBP - to provide an income of LD co 
55% of ones retired pay for spouse and dependent children if 


one dies after retirement) will be made from retirement ray 


automatically. 
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III. BUDGETING, ACCOUNTING AND COSTING FOR 


MILITARY RETIREMENT 


Military Retired pay is authorized annually by Congress 
in the DOD Appropriations bill. For example, the 1978 ap- 
propriation was $9,010,000,000 for "Retired Pay, Defense," 
under Title II of the act. 

Unlike most other DOD appropriations, Retired Fay Defense 
is not programmed in the Five Year Defense Plan (FYDP). Due 
Lo Retired Pay 3 (short run) non-diserezionsey nature, I: 
would serve no purpose to structure it under a management 
tool such as the FYDP. Therefore, retired pay nas no pro- 
gram relationship in the programming/budgeting process. 

The amount annually budgeted for retirement vay is based 
now solely on projected outlay to retirees. It is a stralgnt- 
forward calculation with numbers of retirees aS the prime 
variable. The Director of Military Personnel for tre Deputy 
Comptroller for Programming/Budgeting in the Office of the 
Assistant Secretary of Defense (Comptroller) is responsible 


L p: 
Lo IL 


for initial submission of the retired budg 


(D 


services; his calculations are based simply on: 


Projections of the retired roles 
Past cost experience 
Anticipated changes in the CPI 


DOD has, however, proposed to change retirement budgetirn 


lie enacted, this proposal would not alter retirement entitle- 
ments. Nor does the referenced ‘trust fund' have any re- 
labıon to the trust fund noted in part lv as part of the PCMC 
recommendations. 
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to an "accrual" system. Rather than the current pay-as-you- 
go system, the plan would provide for a trust fund to elim- 
inate the growing unfunded liability (given a future rate 

of inrletıon and interest, the fund would pay future annuities). 
While DOD would still maintain responsibility for administra- 
tion, payment and support of retirees, the retired pay account 
would be displayed under another budget function -- the 

income security function.“ Thus Congress would De asked To 
make two annual retirement appropriations -- one to cover 
retirement outlays during that year (i.e., $10.13 in FY 1979) 
and another for future retirement costs o? people on active 
duty (about $7.5B annusLly to be charged to the defense 
budget). While $18B might frighten some lawmakers, others 
argue that retirement costs are more accurately reflected 
under the accrual concept and caerefore anzıe Dated mere 
precisely. 

Cost calculation for the accrual so oom 1S accomer shed 
by dividing the present value of active duty pay by tne 
present value of retirement benefits to obtain the rpercer-tage 
used to calculate the liability. 

While this accounting/oudgeting proposal is net actually 
connected to any of the current proposals for changing the 
Torm or Military retirement, it is anticipated mas & jewel) 
become entangled in the whole retirement issue and not be 


acted on separately. 





“Again, do not contuse this. witn. a 19075 bill that proposed 
moving the Defense Retired Pay appropriation out of the defense 
function (presumably to the income security function). 
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Thus we see retirement budgeting as a centralized DOD 
function and retirement accounting as currently failing to 
recognize 2 Siegnim came accrued liability. 

Costing 

Projecetinoaytne future annual costs of militar retirement 
is relatively easy (or at least conceptually simple) given 
force level profiles. Actuarial "rain dances" are effected 


by the Assistant Secretary of Defense (Military, Reserve 


F t) 


Affairs and Logistics) assuming the number of rezirees, 
when they should die, CPI changes, etc., and generally 
undisputed figures are arrived at. For example, as of 
December 1977 the total life time retired ray was estimated 
by DOD to be: 


Amount for Pay Grade with Years Service Fetired 47 


$464,115 O 
183,900 E 


E en pas. 
25 Summer 77 
— 
~ Y^ 
s < 


20 


“dd un 


Disagreement in cost estimates arises when one attempts 
to calculate the present value of future payments. Selection 
of a discount rate then becomes an issue not likely to be 
Settled easily. 

Further complications arise when one considers shat 
changing retirement policy may very likely sensitize re- 
crultment and retention success  -- cornerstone objectives 
of the compensation system itself and variables previously 


assumed to be constant. 
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Costing orientation would also change 1f the accrual 
budgeting concept discussed earlier were to be adopted. For 
example, according to DOD, under the current pay-as-you-go 
system, major changes to the retirement system would not 
show any savings for many years and would cost more initially. 
RMA (see section IV) would increase retirement cost by 


$50 - $150M annually for a few years before beginning to 


c. 


m~ 


show savings. However, the proposed (accrual) budgetary 
change would result in an immediate decrease of over $500M. 
(Reference 6). 


In summary, costing military retirement can be viewed as 


pa 
(2 
O 
O 
> 
£u 
[2 
ci 
pa 
O 
> 
(/) 


a relatively simple mechanical process under stat: 


or a very complex, dynamic and multivariate relationsriop 


involving a great deal of uncertainty. 
IV. CRITICS AND. ABTERNAT eS 


system Criticism 
Criticism of current military retirement pay comes from 


all levels. The 15t 


QRMC (see section II) made sixteen 
findings concerning non-disability retirement, not the least 
of which was its expensiveness and inefficiency. Most im- 
portant, retired disbursments were seen increasing ai a 

more rapid rate than GNP. Finally, efficiency was reported 


low aS Measured by the equation: "(system fails to meet 


objective! effectively) - (High Costi)" 





Briefly, QRMC's retirement objectives dealt with "management 
effectivenss" and "just treatment of members." 
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Accordingly, if an alternative system could shown signifi- 
cantly lower costs and at the same time promise more effective- 
ness, 1t would be more efficient than the present system. 

The Congressional Budget Office projects retirement costs 
under the current system to be $12.8B by 1981, a 33% increase 
over the 1978 appropriation (reference 5). The PCMC esti- 
mates pensions will cost $30B annually within the next 20 
years and terms the military retirement system "inefficient," 
"inequitable" and obviously too expensive. (Reference 12). 

President Carter is concerned about rising costs and 
especially dual compensation: ""...ivs Too Expensive... 
lol o] dipping’. I think it ou it to be eliminated." 
(Reference 13) 

DOD has stated the present system does not meet its needs. 
"The current retirement system requires a restructurin 
to correct personnel management, equity and cost deficiencies," 
(Reference 7). Secretary of Defense Harold Brown favors 
ending the present 20 year system. "I think we ought o 
go to a more flexible system, (rather than) a system where 
you don't get anything until you've been in 20 years" (2ez- 
erence 8). 

Change to the existing retirement system seems inevitable. 
The unanswered questions are when and how. 

Alternatives 
This subsection outlines some of the retirement options 


or alternative schemes recently proposed and/or considered. 
Appendix A 


95 





To facilitate comparison among alternatives and with the 
existing system, the details of all alternatives are displayed 
in Figures 43 through 49. 

RMA was a DOD proposal submitted as legislation earlier 
this decade. It has not been resubmitted as of late and is 
considered "Scrapped." 

The Defense Manpower Commission (DMC) recommended general 
concepts but no specific action or legislation. 

The PCMC recommendations on retirement are the latest 
"blue ribbon" input generated external to DOD, with 
"Two-tier" plan and "Early Witndrawal" alternative following in 
reactionary fashion as intermediate attempts within BCD `o 


counter the PCMC: plan. The "SSSESF" pian ag Ene pro 


¿e 
O 
u 
P 
por 


er 


submitted by Secretary of Defense Brown to Fresident Carter 


an 121081978, (Rererences 9, 11). 
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Figure 43 


Comparison of Alternative Retirement Plans 


Note: 


All systems are non-contributory and provide for re- 


tirement pay raises based on changes in the CPI 
(if plan addresses that subject) 


Existing System 


Features/Issues 


Source, Comments 


Retirement eligibility, 
Annuities 


Severance Pay 


Vesting (way a member can 
buildup a stake in nis re- 
tirement benefits which he 
Gan collect on Separation 
with less than 20 years 
service) 


Social Security 


Appendix A 


Provisions 


The magic number is 20 years of 
Service. 


Immediate Annuities available 
after 20 years service. e- 


tired pay equals 50% of Zinal 
base pay at 20 years, this 
multiplier increases by 2.5% 
per year of service to maximum 
of 75% for 30 years. 

enlisteds and officers leaving 
voluates tl zer noch re out 
firal CaAvyeneow wa pone, eae 
Service before 20 year In- 


voluntarily separated 


— nr  — < 


with at least 5 years service 
May quality fer Up (95175000 
Severance pay. Officers leaving 
after 20 years get no severance 
pay. 

No vesting, nowever, once 20 
years service attained, all 


benefits to wnicn entitled at 
30 years are claimed (except 
For lower amount of retired pay). 


No offset. When retiree reaches 
the age to draw S.S. Denefits, 
they do not affect nis retired 
pay. 
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Dual Compensation 


‘Benefits (medical care, 
exchange and commis- 
sary privileges) 


"Grandfathering" 


No restriction on amount of 
retired pay and civil service 
benefits one can receive except 
for regular officers, who must 
give up some of their retired 
pay (they receive $3662 of their 
retired pay plus 4 of the re- 
mainder). 


Immediate eligibility to persons 
retiring with 20 or more years 
Service, 


NA 
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Figure 44 


Comparison of Alternative Retirement Plans 


Retirement Modernization Act (RMA) 


Features/ Issues 


Source, Comments 


Retirement eligibility, 


Annuities 


Severance Pay 


Vesting 


Social Secruity 


Dual Compensation 


"Benefits" 


Appendix A 


Provisions 


Developed by DOD in early 1970's 
submitted to 94th Congress; no 
action taken, not resubmitted 
SINCE; 


Receivable after 20 years service. 
Multiplier is 2.5% per year for 
20-24 years and 3% for 25-30 

years service to a maximum of 

(om Of O l (lasto m hest 
years average base pay). Pe- 
tiring before 30 years service 
reduces multiplier by 15% until 

One reaches time at wnich one 

would nave reacned 30 years service 


Involuntary separation: immed: 
AGES CASH ma mens plus ana np 


av 220 00 ita an eotzon oF 
colleciing a double casn payment 
in leuto -ihan a error eng, 
Cash payment would de 5% of 

pay times numder cí years served. 
P LOL T Coll + ra han 
SUS Ss LO Q GO COL ecu more Y al 
$15,000. 

Ves ENG = would provide chose who 


leri the service with between 
10-19 years with an annul -ty at 
age 50 based on number of years 
Served. 


OFFSET: at age 65, reduction 
in retired vay to equal 50% of 
Seo eChecw et ara ollca Le Lo 
military service. 

NA 


Presumed same as current policy. 


29 





"Grandfathering" 20 year transition period; 

- if on active duty when RMA 
passed, temporary reduction 
wlll be less than 15% (if 
you have 20 years, you 
wouldn't be affected). 

- S45. offset lowered (veans 
Service @ enactment - years 
Service @ retirement x 50%). 
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Figure 45 


Comparison of Alternative Retirement Plans 


Defense Manpower Commission (DMC 


Features/Issues 


Source, Comments 


Retirement eligibility, 
Annuities 


severance Fay 


Vesting 


Social Security 
Dual Compensation 
"Benefits" 


"Grandfathering" 
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Provisions 


The Congressionally formed DMC 
recommended general concepts 
only after RMA nad been sent vo 
Congress. Its conclusion was 
basically that RMA was not the 
answer to the retirement problem. 


Retirement elizitility was based 
on @cqutrine 30 porats (1 Dto 
in non combar jobs 1.5 solm ss, car 
in combat job). Retired pay based 


years (HIGH 3) DOL Nts won 


etl 
On average yearly pay for nigh 3 
O dd 
nisc 3 "Ori Pro = 
0-5-4 Aw ¿ — 


result in 30% of | 

tirement at 30 years service. 
Retirement before 30 years Service 
(but with 30 points) would result 
in a permanent retired pay re- 
duction (decermined ac Xy 77). 


Those involuntarily sevarated 
after 10 years service would te 
paid a lump sum readjustment ray 
plus an annuity deferred until 


age 65. 

VESTING after 10 years service: 
voluntary separation would yield 
deferred ennurt; oaya»i5 at 

age 65. 

NO OPFESET 

NA 

NA 


NA 


Qo 


Figure 46 


Comparison of Alternative Retirement Plans 


President's Commission on Militan 


Features/Issues 


Compensation 


PCMC ) 


Provisions 








Source, Comments April 1978 - Most significant recommenda- 
tions dealt witn retirement. 

OBJECTIVES: (1) Give people something 
when they Separate early, 
particularly wnen they 
Separate voluntarily. 

(2) Reduce temita ion to 
retire after 20 years. 

(3) Encolrage service until 
30 Fears, or close to 
30 years. 

“TRUST FUND" Plan: reolaces immediate 

annuitles at 20 years with an old age 

annuity and a government paid trust ac- 
count. Navy initially suppera his con- 
cept because it encourages people to stay 
in beyond initial obligation when their 
costly skills arein men demand. 
Retirement Old age annuities: 
poe nS. Service Receive Retired ip NOS 
at Aze 
10-19 yrs. 52 
20-29 yrs. 50 
30 or more yrs. 55 
Amount of annuity is based orn highest 3 
years of base pay: 
Yrs. Service 
ees 
25 yrs. 
JUAS 
259 DS. 
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Severence Pay Involuntary Separation pays: 
5-10 yrs. service: = of 1 mo. base 
pay/yr. service 
10-30 yrs. service: % of 1 mo. base 
pay/yr. service 
(max. in all cases is 1 yr. base pay: 
those eligible for immediate annul ty 
Ger AOINE) 


Vesting "Deferred Compensation" trust fund set 
up after 5 yrs. service. This vested 
amount would be payable at 10 or more 
yrs. service: could be with-drawn in 
part while in service or let ride and 
increase. On separation, could collect 
all the money or draw monthly or arrual 
payments. If die before collection, 1% 
goes to estate. 


Brust Bund. Accumulation 


USAS ice % Of Base Pay 
o-11 20% 
14-29 25% 
21-225 15% 
25-30 5% 
social Security OFFSET: Retirement pay reduced as a 
retiree qualified for S.S. saymenis 
Dual Compensation People working for the federal civil 
service could not collect old age annuity 
Former Service time counts “towards civil 
Service retirement and vice versa. Those 
qual ted LO) mata le nales dal se ee 


reLirement ma, croose most erozltanle 


ammu ty. 
"Benefits" If leave service with: 
less tnan 15 yrs: never eligible 
15-2! yrs: eligible at $0 or 62 
25 yrs. or more: éelisgitle immediately 
"Grandfatnerine" Any member with 4 or more years of Ser- 


vice when the new rules ook effect would 
remain under the old retirement system. 


Appendix A 


103 








Figure 47 


Comparison of Alternative Retirement Plans 


Two-Tier (or 2 Step) Plan 


Features/ Issues 


Source, Comments 


Retirement 
Annuities 


Severance Pay 


Vesting 


Social Security 


Dual Compensation 
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Provisions 


Similar to RMA, Army and Air Force sup- 
port this alternative because tney feel 
20 yrs. retirement is needed to preclude 
loosing too many members between 10-20 
yrs. Not as flexible as Trust Funds Du; 
more easily understood. 


20 yr. retirement but rayments between 
20 yr. service and old age are smalier 
than current system. 2 Levels of Re- 
tirement Payment (based on ZICH 2): 
Ist Tier Annuities: Immediately eligi- 
ples 6 G Gra. Service (enlisted 


annuities range from $2£5-3365/mo. With 
current soalss) (compared vi n oko To 
under the existing Sec 
¿nda Pier ARUL aS: Purl 
be received at old age ($0) 
plier would be same as "7 
Dut cappedda: JUAS. 


== ch 
e 
í F: (D 


Both Two Tier and Sarly Withdrawal would 
be generally comparable to the PCMC (Trust 
Fund), with Two Tier tending to be higner 
in value of severance pay than either 
Early Withdrawal or the Trust Fund; al- 
though severance is not “directly ad- 
dressed” by ely cusrest alternatives. 


ESTING for those who leave service be- 
tween their 10-20th year in old age 
annuity: 


OFFSET? Same as for POMC.: 


Not dealt with out assumed solved by 
new 647K ceiling on civil service pay, 
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"Benefits" Those with 20 years service are eligible. 
Less than 20 years service: not eligible. 


POrandfathering" Grandfathering for all on active duty. 
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Comparison of Alternative Retirement Plans 


Features/Issues 


Source, Comments 


Retirement 
ep, 
Annuities 


Severance Pay 


Vesting 


Social Security 


Dual Compensation 


I Benerieos" 


"Grandfathering" 
Appendix A 


Early Withdrawal Plan 
Provisions 


Compromise (between Trust Fund and Two 
River) deve loved by services o 5 veo 
System also with members between 10 
years service being allowed to make 
early witndraąawails rom tae? š 
annuities. An atvempt to k 
annuity and still give memb 
ed right in that annuity ce 


same as Two Ti 
10-20 years ser 
drawals irom amo! 
firs. tier annu 
made would De d 
annuities). 


Both Two Tlsr«end -arl Wes eacdrpuweadcuwoud 
be generally, comoarasle tovine ToC Oms 


Fund), with Two Tier terding to 
in value of Severance Day nat 
Early NYthdrawal or the Truss 
although Severance is not 
addressed y reir cum 
same as Two 
teust mund zemoun.s.ar 
ilrsv term annuli as., 
between 10-20 yrs. will 
Oi Tthele first verm annus 
withdrawal) in addition to 
vesting. 


Tier except 
3 ted “oO 


HH p 


= 
í (D (2 
(ry (D ct 


ct (D 


pa 


OD DOME 


|k o forty F: (D 


A 


OPPSET*s Same as for FUNG. 


Not dealt with but assumed solved by new 
$47K ceiling on civil service vay. 


Those with 20 years service are eligible. 
Less than 20 years service; not eligible. 


Grandfathering for all on active duty. 
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Figure 49 


Comparison of Alternative Retirement Plans 


Features/Issues 


Source, Comments 


Retirement 
eligibility, 
Annuities 


severance Pay 


Appendix A 


SEDE Plan 
Prewis tons 


Secretary Brown's compromise among numer- 
ous proposals develored by PCMC, the 

Services and the JCS. Primary feature 
(1) would give members more than they 
receive now for leaving short of 20 y 
(2) reduce lifetime retirement earnin 


(ñ) 


< h ¿ — 4 


by about $50K (enlisted) and 320K (of 
ficer) for those leaving wizn just 20 
years Service and, (3) makes it more 
PrOLitaote to Seay for SO years Shan 
retire earlier. (Reference 9) 


ety) 


| qu !3 


Also a 2 steo plan with elie 
Su tien lao 20 es. 2G. wie 
60.) Firs: er arul leS de 
Trom 37.52"OL vase tay (200275. m, 
62.5% (30 yrs.). Second tier payments 
would range from 49.55 (20 yrs.) tc 
"Deor IDE DS), MEUS sus cmo 
plier provosed, based on the nigh two 
years of base vay is: 

First tes» - Bad rom Rat remens ün- l 


age 60 

Years 1 to 10: 1.75% times YOS 

Years 11 to20: 2.00% sames Vos 

Years 21 to 30: 2.5% Wu 6 YOs 

Second Tier: Faid beginning at age 60. 
Years 1 toes: 2200772 times YOS 

Years 6 to 10: 2.25% times YOS 

Years 11 to 30: 2.75% times YOS 


To be paid to enlisted as well asterricers 
involuntarily separated with 5-19 YOS. 
No formula proposed yet. 


Lo 





Vesting 


Ssocral Security 


Dual Compensation 
"Benefits" 


"Grandfathering" 


Yes. META LO. 08 member can.witharay 

funds credited to future retirement, 

while on active duty but receive less 

retired pay later. Can leave service 

short of 20 YOS with annuities at age 

60. The specific options include: 
Qualify at 10 YOS for either old-age 
annuity or early-withdrawal cash. 
Annuity would begin at age 60 based 
on YOS under second tier formula or: 
Early withdrawal cash available after 
10 YOS based on one month's basic pay 
TOPADO To 10 and Two months" vas ic 
Dm 1 0r@ 79,21 270215: 


OFFSET: Annuity partially reduced wren 
| 

retiree becomes eligible for S 

Security. No formula proposed yet. 

Presumable same as Two-tler. 

Not addressed 

Can Star Nilh 6% Stine Ss siem Or Svi. 

5 or 


to new plan with & YOS additional 
obligation. 
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The Survey 
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EO reomp lete EhlS Survey. However, Your @eplacs wel Be 
carerully analyzed andes VUAAE concribute Q9 a CERES 


Understanding of how Military People percely2 rst 
plans. If you would like a copy of the resi 
Out che last page of the survey, detatc 

“C 1733 s para ly dro (the Guess 


S 
preserve your anonymity). 
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II. SURVEY QUESTIONS 
A. PERSONAL UAL A 
si le Pease cirolS vor S acus: 
à. Bremen: USA, Js, JOSE; US 
Other. mac MR E 
3% RANK: Del 02 3. 9] 3-9. Ig NM 
ms Sax: malz, Izıals 
Qa. HOW WOUld you Cat- Jo- -loe o p.960. undc = 
Mo sika y rs rene olaa add onoyour 226-9990 - 


eT. No erf£ect 
9 oso trote 


C. SeanırLıcant eiaeer 


ds T wouldn't nave enivs red uico 


retirement olan 


oc. I was drafted and had “mo choice 
Q3. When you first joiaed tne service, “nat 
careo L Lreen. ons: (Cicle one) 
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"M intended o sbay La en) 297 anita 9511447: 


E. Intanded to stay until Ei SE alijible OE 


retirement; *nen get out 


0; Intended to Stay peyond inicial retirement 
S 1151157 
ou. “What are your CatTeer inteations noe? (Gral op.) 


1. Gert out a5 5001 33 ay Curr no oo tea. Es Ore. 


O a a C (pi ceu. 
1. Stay beyond) Tasse recrcsment sio: y 


55m HOw Many Years ot Serv.cs do yog nave SO take (CABE? 


Oe) Six ROO elas 
C. Eleven to 15 years 


i. Sixteen to 20 years 


2. Over 29 years 
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Figure 50 - ANOVA, RAW CHARACTERISTIC IMPORTANCE 
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ANOVA TABLE, Early Retirement Characteristic 
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Figure 51 - ANOVA, CHARACTERISTIC FULFILLMENT 
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ANOVA TABLE 


SOURCE SUM OF SQUARES DS. MEAN SQUARE P 
Columns 75,303.690 3 Qo OT. 0550 100. 530 
Error 256 ,678.953 1028 249.638 


Figure 52 - ANOVA, RELATIVE WEIGHTED PREFERENCE 
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